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Canada Post’s Mission 


Canada Post Corporation: serving all 
Canadiams Canada Post is in business to serve all 
Canadians, businesses and organizations through 
the secure delivery of letters and parcels to all 
addresses in Canada and around the world. @ In 
meeting this need, 30 million Canadians and more 
than 900,000 businesses and public institutions are 
served through one of the most sophisticated mail 
processing and distribution systems in the world. ¢ 
Each year, the Corporation and its subsidiary 
Purolator are entrusted with 10.9 billion messages 
and parcels. These materials are processed through 
22 major plants and many other facilities for delivery 
to over 12.5 million addresses in Canada. There are 
more than 20,000 retail points of purchase where 


customers Can access postal services. 
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20% post-consumer material. 


This product contains 
2 Y 50% recycled material, including 


| We are in business to serve all Canadians, businesses and organizations, 
through the secure delivery of messages, information and packages to any 
address in Canada or the world, at a level of quality and value that makes 


customers want to repeat the experience. 


In addition to being a key player in Canada’s vital 
communications market, Canada Post is a major 
contributor to the national economy. It is ranked 
3lst among Canadian businesses in terms of 
consolidated revenue and is the fourth largest 
employer in the country.* As well as some 
63,000 full- and part-time employees of Canada Post 
and Purolator, another 70,000 jobs in the trans- 
portation, technology, manufacturing and retail 
sectors are directly or indirectly dependent on the 
Corporation’s activities. Canada Post annually 
awards more than $1 billion in contracts for a wide 
range of goods and services. It is, for example, 
among the largest users of transportation services in 
the country. @ It has gained a worldwide reputation 
for developing business solutions to better manage 
its postal business. It markets these solutions to 
postal administrations around the globe through its 
international consulting subsidiary Canada Post 
Systems Management Limited (CPSML). Almost 
80 projects have been completed in 35 countries 
since CPSML was established six years ago. @ The 
company’s “In Business to Serve” philosophy 
extends beyond national borders. Canada Post plays 
an active role in organizations such as the Universal 
Postal Union and International Post Corporation to 
ensure the 17 million kilograms of mail forwarded 
to foreign countries every year are delivered to the 


highest possible standards. 


* Source: Financial Post 500, 1996 


Highlights 


Revenue 
from Operations Volume 
Billions of dollars Billions of pieces 
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Income (Loss) 
from Operations Net Income (Loss) 
Millions of dollars Millions of dollars 


-240 


92/93 93/94 94/95 95/96 96/97 92/93 93/94 94/95 95/96 96/97 
82 28 (31) 70 141 26 (270) (69) 28 112 


Canada Post processed 10.9 billion pieces of mail 
in 1996/97, a decrease of 908 million pieces over 
the previous year. Revenue from operations 
reached $5.1 billion, an increase of $129 million 
over 1995/96. Consolidated net income for 
the year was $112 million, an improvement 
of $84 million over last year’s $28 million. 


Management Overview 


Results on Target 
Core Business Strengthened 


Focus on Customers 


Building foundations for the future = Canada Post Corporation knew that fiscal 1996/97 would be a challenging 
year. Our financial targets were ambitious, requiring a substantial increase in net income in a highly competitive marketplace. 
We exceeded them: net income was $112.5 million, up from $28 million last year. ¢ These targets were particularly ambitious 
considering that the Corporation’s mandate was under review, the decision was made to withdraw from Economy Unaddressed 
Admail, and there was no increase to the basic lettermail rate. @ While there is a revenue reduction associated with the 
Admail withdrawal, the move is consistent with our refocusing on areas that will provide the levels of return needed to ensure 
our long-term financial health. ¢ Our 1996/97 results, while encouraging, are but a step on the difficult path to long-term 
viability. We must continue to vigorously address cost and service issues. We will only complete the journey when we achieve 
levels of financial and service performance that will ensure a sustainable, universal postal service for Canadians. @ Canada 
Post plays a vital role in maintaining strong communication and social links among communities from coast to coast. It also 
serves as a partner to thousands of businesses, large and small, throughout the country and around the world. This role was 


highlighted during the Mandate Review, which allowed us to learn from our customers, employees and other stakeholders. 


Meeting the challenge = Our credo, “In Business continue to reinvest in our infrastructure and in 


to Serve,” continues to guide all of our activities and 
remains the focal point of our employee training 
programs, product development initiatives and 
customer relationships. We are examining ways to 
simplify our service offerings and to provide products 
and services that respond to our customers’ business 
and communications needs. To date, these proposed 
changes have been welcomed and we will continue to 
work closely with customers to meet their require- 
ments. @ The revenue generated by competitive 
services offered through the postal network plays a key 
role in our mission to provide affordable, universal 
postal services to 12.5 million addresses in Canada. 
Making optimal use of this network is important to 
Canada Post’s continuing evolution as a customer- 
focused and commercially oriented organization 
capable of achieving consistent financial returns and 


continually improving service performance. We must 


meeting new and emerging needs for communications 


and distribution services across the country. 


Financial openness We are committed to 
openness in both our operations and our financial 
reporting, as this year’s annual report demonstrates. 
For the first time, our financial results are presented 
on a segmented basis, applying prospective 
accounting rules before they come into force. 
Also voluntarily, we have provided a detailed 
Management’s Discussion and Analysis. This MD&A 
explains the Corporation’s financial results to the 
highest standard, that required of publicly listed 
companies. And for the first time we are publishing a 
report by KPMG that addresses cross-subsidization, 
implementing what we recommended during the 
Mandate Review. The report confirms that Canada 
Post is not cross-subsidizing its own competitive 
services group with revenues from exclusive privilege 


services. 


Employees partners in progress Canada 
Post’s service and _ financial performance 
improvement can, in large measure, be attributed to 
our employees. @ This year, they contributed to 
numerous service enhancements which are helping 
to improve customer relations and our overall results. 
Building on _ this’ success, we are actively 
tapping into their creativity and experience in an 
effort to achieve greater quality, service and cost 
improvements. By fostering a team approach and 
investing heavily in training, we are making 
significant progress toward achieving our business 
objectives. @ Our employees’ commitment to 
meeting the competitive realities facing today’s 
Canada Post is, and will continue to be, an 
important factor in the Corporation’s ability to 
achieve its financial and service performance 


objectives. 


Irdclltt 


Honourable André Ouellet, P.C., Q.C. * Chairman of the Board of Directors 


Georges C. Clermont, Q.C. * President and Chief Executive Officer 


Canada Post Chairman, André Ouellet, and 
President and Chief Executive Officer, 


Georges C. Clermont, confer against a backdrop 


of the Corporation’s National Control Centre 


Invaluable advice and guidance Canada 
Post’s Board of Directors has been an important 
contributor to the Corporation’s recent success. It 
has always shown its commitment and plays an active 
role in our business decisions. The Board members 
have an important role to play in ensuring that we 
continue to fulfill the needs and expectations of our 
shareholders, the people of Canada, and continue to 
conform to the highest standards of openness, 
transparency and accountability. @ In building our 
foundations for future success, we remain committed 
to the spirit of our credo “In Business to Serve.” 
Through responsible financial management and 
continuous improvement to our service levels, we are 
committed to universal, affordable postal service, 


providing one of the best postal values in the world. 


Customer Input 


Simplified Service 


Listening to customers = The key to building 
a revitalized, customer-focused organization is to 
take every opportunity to listen and respond to 
customers. @ Over the past year, Canada Post 
concentrated on working with customers to gain a 
better understanding of their businesses and the 
competitive pressures they face. This open dialogue 
fosters improved service, cost savings and 
standardized postal solutions. @ A recurring issue 
raised is the need for Canada Post to simplify 
processes, products and_ services. Customers 
pointed out the complexity and confusing range of 
product options that often make it difficult to do 
business with the Corporation. @ In response, a 
comprehensive product and service simplification 
framework has been developed and shared with 
more than 400 customers for their input. @ The 
Corporation actively listens to customers through a 
number of channels. As well as regular surveys and 


ongoing contact with associations representing 


Music giant depends on CPC to deliver the hits 
Columbia House depends on Canada Post to 
deliver over 150,000 envelopes and parcels 
mailed each business day. 


@ “Our long-standing partnership with 
Columbia House is really a model for us 
when we deal with other clients,” says 
Rick Kennedy, CPC Major Accounts 
Manager. “It's an open and honest 
partnership that was built on paying 
attention to details and exceeding the 
service standards Columbia has come to 
expect.” 


@ “Canada Post is one of our major 
suppliers and the service they provide is 
very important to the success of our 
business. It has proven very responsive 
to our needs and we look upon our rela- 
tionship as a partnership in the true 
sense of the word. The bottom line for 
us is that when Canada Post succeeds, 
we succeed,” says Harjinder Atwal, 
Executive Vice-President and General 
Manager, Columbia House 


Value-added Service 


Improved Access 


Business Partnerships 


many major customers, it also depends on the 
advice and guidance of eight regional Postal Service 
Customer Councils. As volunteers representing the 
interests of all Canadians, Council members 
provide an objective opinion about the quality of 
postal service and corporate policies. The Councils 
also act as forums for meaningful communication 
with medium-sized and small businesses. ¢ 
Information gleaned from these sources is used to 
develop specific action plans to deal with customer 
issues at both the national and local levels. For 
example, some residents in the Quebec Region said 
they wanted to be able to reach sales representatives 
more easily. This issue was addressed by producing 
wallet cards listing useful 1-800 numbers, CPC’s 
Internet address, and information on how to obtain 
immediate assistance. For sales representatives on 
the road, a two-hour time limit has been established 


to respond to customer calls. 


A CUSTOMER-FOCUSED APPROACH 


Making it easier to do business with Canada Post Making it easier to do business with Canada Post involves 
improved access to information and services. By simply calling a toll-free number, for example, businesses can reach 
an experienced telephone sales representative at one of four Sales Action Centres. Staff handle product orders, set up 
commercial billing accounts and answer service-related questions. This sales concept builds on the Customer Call Centres 
which respond to an average of 8,000 inquiries every business day. ¢ In keeping with new ways of doing business, customers 
can also access Canada Post’s Internet site, which includes features such as “Postal Code Lookup” and “Retail Locations 
Nearest You.” Visits to the web site have grown to 36,000 per day in the first full year of operation. Providing public access 
to the Internet is currently being piloted in two Ontario postal outlets. @ Working closely with large-volume mailers, 
the Corporation is helping to reduce the up to 80 million pieces of mail that must be redirected each year because of 
improper or incorrect addressing. Under the new program, these mailers’ address lists can be updated regularly through 


Canada Post’s database of customers who have asked for Change of Address services. To protect their privacy, customers have 


the option of deleting their names from this service. 


Largest Volume Electronic Mail deal signed 
A five-year, 26-million piece contract with 
Maritime Tel & Tel means all businesses and 
residents in Nova Scotia and Prince Edward Island 
now receive telephone bills printed 

and distributed by Canada Post. 


@ “Gaining a Volume Electronic Mail 
customer as large as MT&T could only 
have been accomplished through an 
all-out team effort. And we did it,” say 
Paul MacDonald, CPC Major Account 
Representative, and Rick Wile, CPC 
Manager, Electronic Services, Atlantic 
Region 


@ “From the beginning, it was clear 
Canada Post Corporation wanted to 
build a partnership with MT&T. They 
worked with us to design an end-to-end 
custom solution for our bill processing, 
and then made the investments in peo- 
ple and equipment to make it happen,” 
says Roy Teal, Director, Corporate 
Services. “This allowed us to focus 
more attention where it counts for us — 
on our customers.” 


OmniPost is the technological bridge that permits a message to be 


delivered as a hard-copy letter, fax or e-mail 


improving retail service 


To improve service at the retail level, a new computerized Point of Sale system, based 


on input from Retail employees, is planned for introduction in 500 outlets across the country. This computerized system 


will provide counter clerks with complete product and service information including rates, service standards, features 


and benefits. ¢@ As well, in line with other major retail organizations, customers seeking limited cash refunds can be 


accommodated on the spot by employees at corporate outlets. 


Partnerships build foundations for future 
business Exploring new ways of partnering 
with other businesses is allowing Canada Post to 
better serve Canadians. @ During the year, the 
Corporation teamed up with the United States 
Postal Service in a pilot project to provide 
“seamless” transborder services for large-volume 
mailers. The one-stop-shopping service package 
includes direct marketing, end-to-end shipping and 
customs clearance. @ ‘The Corporation plans to 
provide government services through its vast retail 
network in partnership with IBM, which has 
developed a government services delivery model to 
act as an information bridge between Canada Post 
and various government departments. Interest has 
been positive and some services are expected to be 
available in selected retail locations over the next 
fiscal year. @ Such partnerships recognize the 
importance of exploring new ways to provide 
customers with value-added _ services, while 
improving the cost-effectiveness of the 
Corporation’s national collection and delivery 
network. Building the foundations for increased 
revenue from other products and services is 
increasingly important to offset the historical 
erosion of lettermail volumes, the traditional source 


of revenue for the Corporation. 


Seamless transborder service 


for large-volume mailers 


Montreal-based cosmetic giant Yves Rocher 
was the first customer to take advantage 

of a partnership between Canada Post and 
the United States Postal Service. 


© “By carefully researching product contents 
and working closely with U.S. Customs, we 
were able to come up with a customized solu- 
tion for Yves Rocher which took all of their spe- 
cific needs into consideration and exceeded 
their service expectations,” says CPC 
International Sales Manager Adelio De Civita. 


A winning combination 


e@ “| was concerned at first about dealing with 
so many players — Canada Post, the United 
States Postal Service and Customs — but my 
fears were quickly put to rest. Canada Post's 
role as coordinator between all these various 
groups has been vital to the success of our 
operation,” says Pascal Bazin, Vice-President, 
Operations, North America, Yves Rocher. 


Partnership between Canada Post and 
the Bank of Montreal brings financial services 
to remote community of Nain, Labrador. 


e@ “The people in this community can now 
open up a bank account, apply for a loan, pay 
their bills and cash cheques — services that 
most Canadians take for granted,” says CPC 
Nain Postmaster Kathy Edmunds. 


e “Within the first two months, our first 
year’s business targets for loans had already 
been met and 210 out of the 260 families living 
in the community had opened their own bank 
accounts,” says Ron Jamieson, Senior 
Vice-President, Aboriginal Banking, Bank 
of Montreal. “Without Canada Post’s support, 
providing financial services to this community 
would not have been economically feasible for 
us. We are now looking at expanding the 
program to other remote communities in 
the North.” 


Providing value-added service Canada Post is mindful of the increasing shift toward electronic services and, as such, 
is working to position itself in advance of its customers’ evolving needs. @ The Corporation is a partner in the seven-member 
UBI consortium created three years ago to set up an interactive and transactional multimedia communications system. 
More than 15,000 Chicoutimi and Jonquiere residents now use home terminals to consult flyers and catalogues, and access 


government services. Canada Post serves as the delivery arm, ensuring customer orders are filled quickly and efficiently. 


Building the core business While 


positioning itself to take advantage of the vast 
potential in the electronic marketplace, Canada 
Post is also working to increase its share of other 
growth markets such as Direct Marketing. It has 
targeted the country’s largest advertisers. The 
challenge is to demonstrate the power of targeted 
marketing using mail — an approach that has 
become increasingly sophisticated and _ cost- 
effective. Advertising customers can pinpoint the 
audience most likely to need and want their 
products, allowing them to get the greatest value 


from their advertising dollar. 
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Teamwork 


Training 


Problem-solving 


Cost Improvements 


Employees build foundation for the 
future With customer service being the key toa 
revitalized enterprise, Canada Post is encouraging 
employees to respond to the challenges of 
improved efficiency, reduced errors and increased 
flexibility. This focus recognizes and builds on the 
important interrelationship between customer and 
employee satisfaction. It involves creating an 
environment that puts quality first and builds a 
better understanding that service is much more 
than on-time delivery. @ To achieve this transition, 
Canada Post is tapping into the creativity and 
knowledge of its workforce to develop new ways to 
bring the Corporation closer to customers. The 
cornerstone of this activity is the continuous 
improvement process designed to promote 
teamwork and employee participation in addressing 
and resolving problems. @ Pursuing this path has 
proven advantageous. One innovative team at the 
Winnipeg Mail Processing Plant, for example, 
upgraded the plant’s parcel sorter, reducing 
handling and increasing accuracy of data capture. 
Their initiative resulted in savings of $100,000. 
Additional upgrading will be undertaken in 
1997/98, resulting in further savings and increased 


capacity. 


Feet on the street 


The Sales Associate Program gives letter carriers 
and other non-sales employees an opportunity to 
work as sales representatives. 


@ “My experience as both a letter car- 
rier and mail service courier means that 
| know what works and what doesn't. 
When | promise my customers some- 
thing, | know the team at Canada Post 
can and will deliver,” says Keith 
MacLachlan, CPC Commercial Sales 
Representative, Vancouver South. 


©@ “We found that Canada Post offered 
exceptional pricing and unequalled 
access to all the communities we are 
serving. The volumes we generate also 
qualified us for a computerized shipping 
and invoicing system, which greatly 
speeds up our order processing. 
Combined with projected savings in 
excess of $20,000 per year on our 
current shipping costs, we've made 
the decision to use Canada Post for all 
of our distribution needs,” says Heather 
Cox, Office Manager for BC-based 
Community Projects Ltd., publisher of 
full-colour map guides for communities 
with less than 100,000 residents. 


An ethical organization = Canadians rightfully expect Canada Post, as a national institution, to protect the security and 
privacy of the mail entrusted to it every day. This requires the Corporation to live up to the highest ethical and professional 
standards. Dedication to these principles prompted Canada Post to establish a new Quality and Ethics group to reaffirm this 


commitment. 


Learning Institute fosters learning 
environment Forging a closer link between 
training programs and the Corporation’s business 
priorities was the goal of Canada Post’s Learning 
Institute during the year. To this end, the Institute 
piloted a course called “Managing at Canada Post,” 
designed to help managers and supervisors better 
understand the competitive pressures facing the 
Corporation. The Institute is also in the process of 
developing a comprehensive orientation program for 


employees to encourage a customer-responsive 


culture. @ Recognizing the importance of business 
growth to the Corporation’s future viability, the 
Learning Institute also focused on providing sales staff 
with extensive training that concentrates on enriching 


product and service knowledge. 


Adapting to today’s business realities = Canada Post continues to work closely with employees to ensure a better 
understanding and acknowledgment that some operational systems no longer reflect today’s business reality and hamper 
the Corporation’s ability to make further productivity and efficiency gains. For example, modifications to the Letter Carrier 
Route Measurement System introduced this year will result in substantial cost savings for the Corporation without affecting 


employees’ take-home salaries. 


Transition assistance Canada Post withdrew from the Economy Unaddressed Admail business, ending the 
employment of 10,000 part-time Admail workers. A customer contact program was initiated to inform customers about the 
change and to advise them of alternate service options. A joint committee of the Corporation, the Canadian Union of Postal 


Workers and Admail employees was formed to develop a plan to ease the transition of affected workers. 


im recognition of excellence In keeping 
with Canada Post’s commitment to encourage 
excellence and recognize the vital contribution of 
all employees to the success of the company, 
the Corporation continued to support local and 
national recognition programs. Last year, 
233 employees across the country received Golden 
and Silver Postmark Awards for such achievements 
as Outstanding Customer Service, Commitment 
ta Service Standards, and Leadership. The 
Corporation also continued to support such worth- 
while programs as scholarships for children of 
employees and the Heritage Club for retired and 


long-service employees. 


pthc el i lh i ca aly For the love of stamps More than 200 ideas 
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for stamps are submitted to Canada _ Post 


Corporation every year. The ideas are reviewed by 
the Stamp Advisory Committee comprised of artists, 
historians, business people, stamp dealers and 


philatelists. About 18 stamp themes or subjects are 
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then chosen, based on how they help to celebrate 


the country’s history, people, events and 


Nouvel An chinois + Chinese New Year 


organizations important to Canada’s business and 
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culture. @ Of the stamps issued during the past 
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the Chinese New Year stamp, which sold out within 
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days following its release, leading to a significant 
¢ o ¢ 


increase in resale values. More than 16 million 


Historical 


Cultural 


Collectable 


Educational 


stamps were issued. This led to the release of a 
special tri-nation Lunar New Year Pack. This 
limited-edition collectible combines the much 
sought-after Canadian Chinese New Year souvenir 
sheet with Lunar New Year stamps from Hong Kong 
and the People’s Republic of China. ¢@ Four 


Winnie-the-Pooh stamps were issued for Stamp 


evvervevevererevereNENT TT TENeeHHeS Collecting Month in October to promote philately 
among children. A.A. Milne, the British author who 
created the “hunny’-eating bear, got his inspiration 


from a Canadian black bear his son often visited at 
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the London Zoo. Thirty million stamps were sold. 


eee CCU HSCS UE ees 


Winn ot lo U Colnbour, nite Fiver 1914 


A unique storybook telling the history of Winnie- 
the-Pooh was also released. @ Canada Post was host 
to CAPEX ’96, the World Philatelic Exhibition, held 
in Toronto. This major stamp collecting event, 


organized with the Royal Philatelic Society, included 


nad 
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an international competition featuring some of the 


world’s rarest stamps and collections. 


People Helping People 


@ Literacy a Cause of Choice 


Recognizing Achievement 


Employees continue tradition One of the time-honoured traditions of Canada Post employees is to give freely of 
their time and energy to make their communities a better place to live. Nowhere is this spirit more evident than in 
the Corporation’s 20,000-member Heritage Club, whose motto is “People Helping People.” Last year, the Heritage Club 


FOr 


volunteered over 73,500 hours, a contribution equal to more than $1 million. 


Stamping out illiteracy = Canada Post is particularly 
proud of its role in promoting literacy throughout Canada. 
During Literacy Month, it joined with the national literacy 
organization, ABC Canada, to introduce a booklet of 
10 domestic stamps which sold for $5. The five-cent 
surcharge on each stamp raised more than $250,000 for 
various literacy organizations across Canada. e¢ ‘The 
Corporation also added six winners to the Individual 
Achievement Awards category of the Flight for Freedom 
Literacy Awards, honouring businesses, organizations, 
educators and individuals for their literacy initiatives. It has 
also provided a cash donation to the literacy organization of 


each winner’s choice. 


The achievements of the past year have established a firm foundation on which to build future accomplishments. By 
continuing on its current path of listening and responding to customers, and partnering with other major businesses to bring 
innovative services to all Canadians, the Corporation is confident it will continue to meet customers’ present and future needs. 
® As always, Canada Post continues to rely on the dedication and commitment of its employees who are linked together with 
one common purpose: to provide all Canadians with universal, reliable and affordable postal service. ® Canada Post 
Corporation, guided by its business philosophy “In Business to Serve,” is an organization whose values are built on the 


tradition of caring for its customers and their communities. 


Customer Contact 


MS. W. OWEN 
170 MAIN ST 
MONCTON NB EI1C 1B9 
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MS. R. SMITH 
10542 BEAUMARIS RD NW APT 10 
EDMONTON AB T5X 5E7 


Helo Speed Delivery 


To ensure the expeditious processing and delivery of your letters, use the addressing format 


shown here. The municipality, province and postal code should all be on the bottom line of the 


address block. Note the correct two-letter provincial codes in the list below: 


Alberta (AB), British Columbia (BC), Manitoba (MB), New Brunswick (NB), 
Newfoundland (NF), Northwest Territories (NT), Nova Scotia (NS), Ontario (ON), 
Prince Edward Island (PE), Quebec (QC), Saskatchewan (SK), Yukon (YT) 


Easy Access 


General Inquiries 
English: 1-800-267-1177 
French: 1-800-267-1155 


In Toronto, for service in 
English call: 416-979-8822 
In Montreal, for service in 
French call: 514-344-8822 
Hearing Impaired 
Teletyping: 1-800-267-2797 


Priority Courier: 
1-800-661-3434 


Xpresspost: 
1-800-565-5880 


Postal Code: 
English: 1-900-565-2633 
French: 1-900-565-2634 


Internet 

World Wide Web site: 
http://www.mailposte.ca 
E-mail: 


service @mailposte.ca 


Commercial Sales 
Offices 

Located in all major 
Canadian cities. 

Please call the following 
number for further 
information on business 
mailings: 

1-800-260-7678 


Northern Services 
1-613-734-7143 


Board of Directors 
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Ottawa, Ontario 
Chairman of the Board of Directors 
Canada Post Corporation 


Georges C. Clermont, Q.C. 
Ottawa, Ontario 

President and 

Chief Executive Officer 
Canada Post Corporation 


Vivian G. Albo 

Winnipeg, Manitoba 
Manager, Group Marketing 
Great-West Life Assurance 


Gilles Champagne 

Grand-Mere, Quebec 

Senior Partner 

Champagne Cléroux Ayocats, s.e.n.c. 


Kay M. LeMessurier 

St. John’s, Newfoundland 
President 

Atlantic Business Campuses Inc. 


Robert Murray McClelland 
North York, Ontario 
President and Publisher 
Cameron’s Publications 


Glen G. McDougall 
Sydney, Nova Scotia 
Managing Partner 
Sampson McDougall 
Barristers & Solicitors 


Richard William Nerysoo 

Fort McPherson, Northwest Territories 
President 

Nerysoo Consultants 


Gerald Préfontaine, F.C.A. 
Ottawa, Ontario 


Brian J. Steck 

North York, Ontario 
Chairman and CEO 
Nesbitt Burns Inc. 


Helene Lorrain Tardif 
Sainte-Julie, Quebec 


Member of the Executive Committee 
Member of the Audit Committee 
Member of the Compensation Committee 


Member of the Human Resources Committee 
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Canada Post’s Board of Directors is pivotal to the management and strategic 
direction of the Corporation’s business and related affairs. The Board’s 
stewardship includes: approving strategic direction; ensuring public policy 
objectives are achieved, understood and periodically re-evaluated; and 
ensuring shareholder value is enhanced. The Board plays an important role 
in the relationship with stakeholders by upholding the government’s 
values and principles, overseeing compliance with significant policies and 


procedures, and approving the Corporate Plan and Annual Report. 


Canada Post Corporation 


FINANCIAL PERFORMANCE 
@ 


18 Management’s Discussion and Analysis 


32 Auditors’ Report on Annual Cost 
Study Contribution Analysis 


33 Consolidated Statement of 
Income and Retained Earnings 


34 Consolidated Statement of 
Cash Flows 


35 Consolidated Balance Sheet 


36 Notes to Consolidated 
Financial Statements 


44 Management’s Responsibility 
for Financial Reporting 


45 Auditors’ Report on the 
Consolidated Financial Statements 


46 Five-Year Review 


Canada Post Corporation 


MANAGEMENT’S DISCUSSION AND ANALYSIS 
@ 


OVERVIEW 

The Corporation recorded net income of $112.5 million on operating revenues of $5,085 million 

for the year ended March 29, 1997. In 1995/96, net income of $28 million was realized on operating 
revenues of $4,956 million. The Corporation’s second consecutive year of positive net income reflects 
the results of significant restructuring activities over the previous five years. For 1996/97, the 
Corporation’s net income is $5.5 million ahead of the projections in the Corporate Plan, the Summary 


of which was tabled in Parliament in June 1996. 


Seales at : 
The Canada Post segment accounted for $95 million of the Corporation’s net income and 
$4,325 million of operating revenues while Purolator provided the remaining $17 million of net 


income on operating revenues of $760 million. 


The Corporation’s year-end cash position was $393 million as against $59 million in 1995/96. 
A dividend of $10 million based on 1995/96 income was declared in June 1996 and paid in 
March 1997. 


SIGNIFICANT DEVELOPMENTS IN 1996/97 

On January 1, 1997, Canada Post discontinued its Economy Unaddressed Admail service. This resulted 
in a $30 million decline in Economy Unaddressed Admail revenues in the final quarter of 1996/97. 
Canada Post expects to reduce associated operating expenses by approximately the same amount. 
These expenses decreased by $16 million in the fourth quarter. In addition, one-time restructuring 
costs of $4 million were expensed in 1996/97. The Corporation had for some time been reconsidering 
its role in this highly competitive, price-sensitive market. Over the past number of years, the Corporation 
has experienced increased competition, principally from newspaper companies. The final decision to 
discontinue was prompted by advice from the Minister responsible for Canada Post Corporation based 


on a recommendation of the Canada Post Mandate Review. 


In July 1996, Canada Post sold its investment in an international courier joint venture, GD Express 
Worldwide N.V., for proceeds of $47 million, yielding a gain of $9 million and a further recovery of 

a $5 million write-down taken in March 1995. In addition, Canada Post disposed of surplus real estate 
assets in 1996/97 for total proceeds of $71 million, including the sale of a property in Toronto to the 
developers of a new basketball arena. These real estate transactions contributed less than $1 million to 


net income. 


A two-cent increase in the basic letter rate in August 1995 contributed $15 million toward the year- 


over-year growth in revenue. 


' Consistent with the presentation in the Financial Statements, Management’s Discussion and Analysis considers the Corporation 
on a consolidated basis and on the basis of its two segments, Canada Post and Purolator. See Note 15 to the Financial 
Statements. 

* Numbers may not add exactly due to rounding. 
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NET INCOME 
Consolidated 


The Corporation’s consolidated net income in 1996/97 was $112.5 million. Following 1995/96 
consolidated net income of $28 million, this represents the Corporation’s second consecutive year 
of positive net income. 


Consolidated income from operations of $141 million in 1996/97 was up from $70 million in 1995/96. 
The Corporation also had $23 million of net non-operating expenses in 1996/97, as against net 
non-operating expenses of $38 million in the previous year. The reduction in expenses was primarily 
due to the gain of $9 million on the sale of its stake in GD Express Worldwide N.V. and increased 
interest income of $7 million. Income tax of $5 million was $1 million higher than in 1995/96. 


As the following chart illustrates, the Corporation’s net income was its highest since 1989/90. 


Net income (loss) 200 
in millions of dollars 


100 


89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 


The Corporation’s record net income of $149 million in 1989/90 was due principally to unusually high 
interest income of $58 million and to $118 million in gains realized on the disposition of surplus real 
estate. The Corporation’s loss in 1991/92 reflected $167 million in unplanned loss of business 

and additional costs, both arising out of labour disruptions in that year. Although the Corporation 
recorded a loss of $270 million in 1993/94, that result incorporated a provision for costs to complete 


a multi-year restructuring program and other non-recurring items totalling $282 million. 


Canada Post 
Canada Post’s net income increased by $63 million over 1995/96 to $95 million. This increase was 
due to $47 million higher operating revenues, a $4 million decrease in the cost of operations and 


a $12 million decrease in non-operating expenses. 
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Purolator 

Purolator’s net income of $17 million represents a gain of $21 million over 1995/96. It is also the 
highest net income for Purolator since the Corporation acquired its interest in 1993. The improved 
performance of Purolator for 1996/97 is attributable to 10.3% growth in operating revenues and 

a 0.3% reduction in unit operating costs. The 1995/96 results were adversely affected by a labour 


disruption and $3.6 million in one-time charges to restructure Purolator’s long-term debt. 


REVENUE FROM OPERATIONS 

Consolidated revenue 

The Corporation’s consolidated revenue from operations of $5,085 million was up 4.5% over 1995/96. 
Of this increase, $82 million resulted from growth in Purolator’s revenues and a further $47 million 


growth in Canada Post’s operating revenues. 


Canada Post 
Canada Post operates in three principal markets and records its revenues along those market lines. 


Canada Post’s operating revenues by market are reflected in the following chart. 


Canada Post 
Revenue from operations 
by market — 1996/97 


Communications 52.6% 


Advertising 19.2% 


Physical distribution 18.6% 


Other 9.6% 


Communications market 

Revenues from Canada Post’s service offerings in the communications market (Lettermail, electronic 
and hybrid services) were $2,273 million, as against $2,286 million in 1995/96. This is equivalent to a 
1.8% increase. Growth was due primarily to rate increases implemented in 1995/96. The January 1996 
increases in incentive rates and the two-cent rise in the basic letter rate in August 1995 accounted for 


$15 million of the year-over-year difference. There was no increase in the basic letter rate in 1996/97. 


Between 1982 (the first full year of Canada Post’s existence) and the end of December 1996, Canada 
Post has held increases to the basic letter rate to approximately 69% of the rise in the Consumer Price 
Index over that period. This rate of growth reflects its established policy to limit increases to the basic 


letter rate to less than the rate of inflation. 


” Year-over-year percentage changes are calculated on the basis of fiscal years or reporting periods of equal length, which requires 
adjustment to equalize otherwise unequal fiscal years or reporting periods of the Corporation, the Canada Post segment and 
the Purolator segment. The date of the Corporation’s year-end, the last Saturday in March, varies annually and as a result 
its fiscal year may be either 52 or 53 weeks. In 1996/97, the Corporation’s fiscal year was 52 weeks and in 1995/96, it was 
53 weeks. The Canada Post segment has the same fiscal year-end as the Corporation. By contrast, conforming Purolator’s 
reporting period to the Corporation's fiscal year resulted in a reporting period of 53 weeks for the 1996/97 fiscal year and 
52 weeks for the 1995/96 fiscal year. Absolute figures have not been adjusted. 
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Revenue acy in 1996/97 from lettermail pr icing changes was partially offset by a 0. 9% decline 

in volumes, ' reflecting the continuing trends within the market toward the use of electronic 
communications and lower per capita use by consumers. In past years, these trends were reflected in 
volume growth at a rate less than the overall growth of the market. For the first time, 1996/97 had an 
absolute decline in volumes as against the previous year. Nevertheless, Canada Post expects that the 
breadth of its network will continue to position it uniquely with respect to order placement, billing and 
invoicing, such that this aspect of Canada Post’s business will continue to account for the largest portion 


of its revenues for the foreseeable future. 


Advertising market 

Canada Post’s operating revenues from its advertising services (Economy and Premium Unaddressed 
Admail, Addressed Admail and Publications Mail) of $832 million, as against $805 million in 1995/96, 
were up 5.8%. The loss of revenue associated with the exit from Economy Unaddressed Admail was 
more than offset by Canada Post’s services in the Addressed Admail portion of the market, which 
expanded by $45 million or 14.2% over 1995/96 levels. The hiring of 20 direct marketing specialists in 
1996 to develop new customers and markets for these services, coupled with a decline in paper prices 
over the year, were largely responsible for the increased volume at the same time that Canada Post 
implemented price increases. 


In the Publications Mail EG revenues of $150 million in 1996/97 as against $163 million in 
1995/96 were down 5 8%, reflecting volume declines as publishers continued to reduce the number 
and weight of publications. Circulations also declined. Furthermore, revenues from funded Publications 
Mail, the portion of Publications Mail that qualifies for rates supported by the Department of Canadian 
Heritage, fell by $13 million as the result of a new agreement with the Department. That agreement set 
reduced levels of funding commencing May 1, 1996. In 1996/97, approximately 60% of Publications 
Mail volumes were from funded publications. 
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Physical distribution market 

In the physical distribution market, revenues of $806 million, as against $813 million in 1995/96, 

is equivalent to an increase of 15%. While Regular Parcel volumes grew by 1.8%, an unfavourable 
product mix reduced the average revenue per piece by 2.5%. Priority Courier volumes declined 1.5% 
in a highly competitive, price-sensitive industry. Revenues from Xpresspost, Canada Post’s other 
expedited service, grew by 15.5%, reflecting the successful positioning of this service as a more 


economical alternative to next-day courier services. 


Other revenues 

Canada Post’s other operating revenues are generated by its mail redirection, money order and postal 
box rental services, and payments by foreign postal administrations for delivery of their mail in Canada. 
Revenues from these services grew by $41 million, or 13.7%, in 1996/97. This growth resulted 
primarily from $39 million of increased revenue from foreign postal administrations. There was also, 
however, an associated increase in costs of $44 million paid to these foreign administrations in respect 


of mail from Canada. 


Purolator 
Purolator experienced substantial revenue growth of 10.3%, with operating revenues of $760 million 


in 1996/97. 


This revenue increase was primarily due to volume growth of 8.4% while revenue per shipment grew 
1.1%. The volume growth is attributed to increased volumes from existing customers, new accounts, 


the introduction of a new same-day service, and expansion of Purolator’s ground service from the U.S. 


The revenue per shipment increase is the net effect of price increases in both list and contract prices, 


offset by lower average weight per shipment. 


OPERATING EXPENSES 

Consolidated expenses 

The Corporation’s consolidated operating expenses in 1996/97 of $4,944 million, as against 
$4,886 million in 1995/96, represent an increase of 2.6%. 


Canada Post 
The breakdown of Canada Post’s cost of operations is illustrated in the following chart. 


Canada Post 
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Labour costs continue to represent the largest portion of Canada Post’s operating expenses. Total 
compensation and benefits costs of $2,676 million in 1996/97 are equivalent to a 0.9% increase over 
1995/96 costs of $2,703 million. The increase resulted from growth in the number of distribution 
employees and a 2% wage increase in February 1997 to the Canadian Union of Postal Workers (CUPW) 
members under the terms of a 1995 collective agreement. There had been no change in basic wage 
rates for those employees since 1994. The cost of benefits also rose by 10.3% primarily due to 
increased costs associated with post-retirement health care. Canada Post is responsible for those costs 
for employees who have retired since 1993; costs for other retired employees remain the responsibility 
of the government. In connection with the Mandate Review, the Corporation examined its labour costs 
and determined that Canada Post has potential for significant annual labour-related cost avoidance 
attributable to pay for time not worked, restrictive work rules that limit productivity, and a level of 
benefits that is higher than those of other postal administrations and of Canada Post’s competitors. 


The next largest component of Canada Post’s operating expenses is its contracted collection and 

delivery costs, including the costs of rural route and some urban collection and delivery. These costs 
. . 3 . . 

of $259 million were 2.2% lower than the previous year even though the number of points of call 


continued to increase. 


Accommodation costs, the operating and maintenance costs of housing Canada Post’s operations, 
totalled $225 million, a 3.0% increase from 1995/96. This increase was due principally to the 
non-recurrence of one-time cost savings in 1995/96 related to building maintenance and operations, 
which, in turn, was partially offset by cost-containment strategies introduced by Canada Post through 


the outsourcing of its facilities management. 


Contracted transportation costs in 1996/97 amounted to $215 million, as against $225 million in 
1995/96, a decrease of 25%. Through the course of the year, the network was reconfigured to take 
advantage of lower-cost modes of transportation. In addition, Canada Post negotiated arrangements 
with transportation suppliers which avoided general price increases that affected other parts of the 
transportation industry. 


3 he . . te . . 
Computing and communications costs decreased 6.6% from $109 million to $100 million as Canada 
Post improved the efficiency of its computer systems and took advantage of minor reductions in rates 


under its outsourcing arrangements. 


Total other expenses of $749 million (9.2% higher than the previous year) included amortization of 
$168 million, up 3.7% from the previous year. There was a substantial increase in payments to foreign 
postal administrations of $44 million or 41.7%. Lease payments for plant equipment also rose by 

$16 million. Other expenses were also partially offset by the recovery of the March 1995 write-down of 
the investment in GD Express Worldwide N.V. 
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The costs incurred by Canada Post in providing delivery services vary significantly depending on which 
of its distribution channels it employs. The following chart illustrates these differences in terms of the 


cost per point of delivery. 
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Similarly, the cost of retail services depends on whether they are provided through Canada Post’s 
franchise network or through corporate outlets. The following chart illustrates the retail cost per dollar 


of retail sales. 
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Purolator 

Courier, package handling, management and clerical wage costs of $286 million increased 10.0% over 
1995/96 due to increased volumes, a wage increase in the first year of a four-year collective agreement, 
and a conversion of agents to hourly employees in selected areas of the country. 


Pi 3 
Transportation costs of $118 million increased 16.9% over 1995/96 due to increased volumes, rate 
increases for contracted linehaul, new lane segments introduced to expand the network, and fuel price 
increases of up to 13%. 


3 
All other costs grew at 3.7%. As a result of volume growth, however, net unit cost was reduced by 0.3%. 
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COSTING AND CONTRIBUTION ANALYSIS 
Canada Post 


As a multi-service firm, Canada Post employs a common infrastructure to provide its various services 

in each of the three principal markets in which it operates. Canada Post has developed over many 
years, in conjunction with expert accountants and economists, an activity-based, incremental costing 
methodology that allocates costs among its services. It applies this methodology each year in its Annual 
Cost Study. The Annual Cost Study provides costing data that is taken into account by Canada Post in 
setting and reviewing prices; it also serves as the basis for ensuring that Canada Post is not competing 


unfairly by cross-subsidizing its competitive services with revenues from exclusive privilege services. 


The methodology, which is summarized in the notes to the contribution analysis below, recognizes 
that some costs are caused by the provision of individual services or groups of services while others 

are common costs of Canada Post’s infrastructure. Approximately 60% of the total non-consolidated 
costs of Canada Post are allocated to individual services or groups of services in the Annual Cost Study. 


As the following analysis indicates, in 1996/97, each of the markets, and competitive services, 
generated substantial positive contribution. Under the methodology in the Annual Cost Study, a 
positive contribution for a market or competitive grouping of services establishes that the grouping 


of services has not been cross-subsidized using revenues from exclusive privilege services. 


ANNUAL COST STUDY CONTRIBUTION ANALYSIS 


Year ended March 29, 1997 
(in millions of dollars) 
I - Contribution of services by market 


Physical 
Communications Advertising distribution Other Total 


Revenue from operations $2,273 $832 $806 $414 $4,325 
Long-run incremental cost LA 542 677 Lor 2057) 
Contribution $1,146 $290 $129 $223 $1,788 


II - Contribution of exclusive privilege, competitive, and concessionary services 


Exclusive 
privilege | Competitive Concessionary Other Total 


Revenue from operations $2,674 $1,377 $117 $157 $4,325 
Long-run incremental cost 320 1,087 96 31 2097 
Contribution $1,351 $ 290 $ 21 $126 $1,788 


ee a ER SS I SET 


The following notes are an integral part of the Annual Cost Study Contribution Analysis. 
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NOTES TO ANNUAL COST STUDY CONTRIBUTION ANALYSIS 
Year ended March 29, 1997 


1. General 

The Annual Cost Study calculates the contribution from exclusive privilege services, competitive services 
and concessionary services, and from particular groups and categories of such services as the revenues 
from such services, groups or categories less their long-run incremental cost. 


2. Cost methodology 

a) Long-run incremental cost 

The cost methodology employed by Canada Post measures the long-run incremental cost of individual 
services and groups of services. Long-run incremental cost is the total annual cost caused by the provision 
of a service. Long-run average incremental cost distributes that cost across the number of service units 
provided annually. 


b) Activity base 

Services provided by Canada Post are analyzed to determine the various activities performed to deliver 
the services. Each activity is then analyzed to determine the causal relationship between its costs and the 
services that require the performance of that particular activity. Service volumes or other data are used to 
attribute those activity costs to services. 


c) Attribution principles 

The causal relationships between the cost of resources and the activities performed and between the 
activities performed and the services delivered are identified. Those activity costs which are incurred 
because of the provision of a service are attributed to that service. Costs which cannot be attributed to 
the provision of a service are business-sustaining or fixed costs common to more than one service. 
Where a business-sustaining or common fixed cost is specific to a group of services, those activity costs 
are attributed at that higher level of aggregation. 


d) Source data 

The source of financial data used in the costing methodology is the Canada Post general ledger 
revenues and costs. All costs are categorized either into service-attributable, specific fixed, 

or non-attributable activity costs. 


Operational time, volume, and weight/cubage data are used to attribute general ledger costs to activities 
and activity costs to services. Where operational data is not available, an appropriate proxy is used to make 
the attribution. 


e) Reconciliation to financial records 
Total revenues and costs considered in the Annual Cost Study are in agreement with the total revenues 
and expenses forming the Canada Post segment of the audited corporate financial statements. 


f) Cross-subsidization test 

Under the cost methodology in the Annual Cost Study a positive contribution (revenue exceeds long-run 
incremental cost) for a market or competitive grouping of services establishes that the grouping of services 
has not been cross-subsidized using revenues from other services or groups of services. 
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Purolator 

Managed separately on a self-sustaining basis, Purolator incurs costs independently of Canada Post; 
accordingly, the Annual Cost Study does not include Purolator. Transactions between Canada Post and 
Purolator are on normal commercial prices and terms, comparable to those for transactions between 
Canada Post or Purolator and third-party customers and suppliers. In 1996/97, Canada Post paid 

to Purolator $16 million for air linehaul expenses, as against $14 million in 1995/96. No other 
transaction in 1996/97 between Canada Post and Purolator was material to either of them. In 1996/97, 
Purolator’s net income of $17 million contributed substantially to the Corporation’s net income. 


Collectively, the independent management of Canada Post and Purolator, the pricing and terms of 
transactions between them, and Purolator’s net income establish that in 1996/97 Canada Post did not 
cross-subsidize Purolator. 


PERFORMANCE AGAINST PLAN 


As the following chart indicates, the Corporation’s actual performance in 1996/97 was consistent with 
or exceeded the projections in its most recent Corporate Plan. 


(in millions of dollars) Actual Plan Variance 


Revenue from operations $5,085 $4,988 $ 97 
Cost of operations 4,944 4,842 (102) 
Income from operations 141 146 (5) 
Other income (expense) (23) (34) 11 
Income before income taxes 118 2 6 
Income taxes 6 5 (1) 
Net income Shamelalh? $ 107 $ 5 


CONSOLIDATED LIQUIDITY AND CAPITAL RESOURCES 

Liquidity 

Operating, financing and investment activities contributed to the increase of $334 million in cash and 
short-term investments. This improvement in cash was largely the result of cash flow generated from 
operations. Current liabilities of $901 million left the Corporation with a working capital deficit of 
$165 million, a reduction of $252 million from the 1995/96 deficit. 


Cash and investments segregated to provide for employee termination benefits liability increased to 
$293 million from $253 million in 1995/96. This increase was due to earned and reinvested interest 
of $21 million on these segregated cash and investments during 1996/97 and a further allocation of 


$18 million to the segregated assets to manage cash flows. 
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Capital resources 
Canada Post and Purolator manage their capital resources independently. 


Canada Post funds its cash requirements through cash from its operations and borrowings, including 
the issuance of bonds and short-term promissory notes and the use of bank lines of credit. Debt so 


created is a direct, unconditional obligation of the Corporation and of the Crown in right of Canada. 


In 1996/97, Canada Post was authorized to borrow, otherwise than from the Crown, up to $300 million 
through the issuance of notes and the use of bank lines of credit. Currently, Canada Post has no 
outstanding short-term borrowings other than an $80 million debt held by the Crown in right of 
Canada which falls due April 1998. Canada Post expects to repay this debt from its cash reserves when it 
comes due. The $55 million in long-term debt is held by institutional investors and is due March 2016. 


Purolator’s debt is not guaranteed or otherwise supported either by the Corporation or the Crown. 
Currently, Purolator has $119 million in senior notes due through March 2004 held by institutional 
investors and a further $5 million of subordinate notes held by the Corporation and other minority 
shareholders due October 1998. In May 1996, Purolator restructured its senior notes following failure 
to comply with a fixed charge ratio covenant, which resulted from a loss of revenue attributable to a 
labour disruption in British Columbia. In the restructuring, the fixed charge covenant was amended to 
lower the minimum required ratio and to remove from the calculation of the ratio an adjustment that 
had the effect of limiting capital expenditures. A specific capital expenditures covenant was added, 
which afforded Purolator greater ability to plan and implement capital expenditures. Purolator also 
made a principal repayment of US$15 million and agreed to increase the interest rate and the rate of 
principal repayment for the balance of the term. Purolator has operated within the revised covenants 


since the restructuring of the senior notes was completed. 


The Corporation does not expect that Canada Post or Purolator will need to borrow any additional 


funds in the near future other than to manage day-to-day cash requirements. 


Canada Post Corporation 


Financial ratios 

Because it is listed in Part II of Schedule HI to the Financial Administration Act, the Corporation is 
expected to generate a return and pay dividends from its earnings. Management recognizes the need 
for the Corporation to generate a commercial rate of return if the Corporation is to improve service, 
to maintain and extend its existing network as Canada’s population grows, to make additional 
investments that are likely to be required to enhance productivity, and to adjust its mix of services 

in relation to market developments. In 1989, the Corporation retained outside investment advisors to 
assist the Corporation in determining appropriate ratios to measure its financial performance. The 
following chart illustrates those ratios over the past five years. In 1996/97 all ratios, other than the 
capital asset investment rate, improved over 1995/96. The Corporation’s policies with respect to capital 
investments, including the implementation of the policy to use operating leases for facilities, vehicles 


and computer requirements, affect this ratio. 


Consolidated ratios 1996/97 1995/96 1994/95 1993/94 1992/93 
Profitability 
Return on equity 10.4% 2.8% (6.7) % (22.5) % 1.9% 
Return on capital 3.9% 1.0% (2.4) % (10.0) % 1.0% 
Operating profit margin 2.8% 1.4% (0.7) % 0.7% DM 
Leverage 
Cash flow to debt 226.2% 74.2% 45.2% 40.5% 128.9% 
Liquidity 
Current ratio 0.82 0.47 0.40 0.41 0.42 
Fixed charge coverage 1.50 14 0.70 (1.87) 1.38 
Investment 
Cash flow to capital 
expenditures 381.4% 231.7% 95.5% 41.5% 96.7% 
Capital asset 
investment rate 1.8% 2.4% 3.5% 4.1% 5.7% 
Dividend payout 
Dividend payout ratio N/A* 35.7% 0.0% 0.0% 0.0% 


EE I IT I TE ET a LES EES EI EL ETE EEE LT TL TTY FE SES ELIS SELLS ALLO LES LEO «La FEL LS SE 
* Dividends for 1996/97 will be declared and paid in 1 997/98. 
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FUTURE TRENDS, COMMITMENTS AND RISKS 

Market outlook 

Canada Post expects some expansion of its offerings in the communications market. Over the 

next five years, Lettermail volumes are expected to achieve only modest growth in an expanding 
overall communications market. Over the longer term, the dominant users of Lettermail services 
(such as banks, utilities, credit card companies and governments) will continue to use electronic 
alternatives where it is perceived to be cost effective to do so. Canada Post, however, expects to 
maintain a significant portion of this market for the foreseeable future due to the competitive 
advantage afforded it by its comprehensive national network. Canada Post’s policy with respect to the 
basic letter rate coupled with modest business growth, however, is expected to limit future revenue 


growth in this market to below the rate of inflation. 


The discontinuance of the Economy Unaddressed Admail business will continue to affect Canada 
Post’s results in the advertising market. Canada Post plans to focus its marketing efforts in this market 
to concentrate on its Addressed Admail and Premium Unaddressed Admail services. The Corporation 


expects these two services, especially Addressed Admail, to experience continued substantial growth. 


Canada Post’s efforts to simplify services are expected to affect how it provides its physical 
distribution offerings. Sales activities to take advantage of the opportunities presented by the small 
and medium-sized business sectors are expected to contribute to growth in excess of that of the 


overall economy. 


Volume increases for Purolator are expected to be derived from general economic growth, new 
accounts, expansion of shipments to and from the U.S. and growth in new service offerings such 
as same-day delivery. Purolator recently instituted list price increases and regularly reviews contract 
customer pricing as individual contracts expire. As part of its efforts to enhance service and 
productivity, Purolator plans to replace its information technology platform in 1997/98. Purolator 
has outsourced the set-up and ongoing operation of this network for a five-year period under a 


contract which will require Purolator to pay $35 million over that term. 


Strategies to address risks 

On July 31, 1996, the Report of the Canada Post Mandate Review was delivered to the Minister 
responsible for Canada Post Corporation. The Committee’s report followed a lengthy review of the 
Corporation’s operations and public hearings across Canada in early 1996. Some of the Committee’s 

31 recommendations were endorsed by the Minister; one of these, the discontinuation of Canada Post’s 
Economy Unaddressed Admail business, has had an effect on the Corporation’s revenues. The other 
endorsed recommendations deal with service commitments and the public accountability of the 
Corporation and have been implemented or are in the process of being implemented. The Minister 
has appointed Toronto Dominion Securities Inc. to provide advice with respect to the remaining 


recommendations. 


In its efforts to reduce costs, the Corporation has undertaken a program within Canada Post to 
identify cost-reduction opportunities. Those opportunities are found primarily in the mail collection 
and delivery aspect of Canada Post’s operations. In addition to simplification initiatives in the 
physical distribution market, Canada Post has identified opportunities to decrease costs and increase 
volumes through the simplification of a wide range of other service offerings and the elimination of 


duplication between those offerings. 
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The Corporation believes that there remains potential for substantial Canada Post labour-related cost 
improvements, particularly in the mail delivery system. These changes will be possible only through 
constructive collaboration between Canada Post and the unions over issues of improved flexibility 


and reductions to the amount of paid unproductive time. 


Labour negotiations 

Canada Post 

Negotiations are currently under way or were recently completed with each of the four unions that 
represent Canada Post employees. 


The Canadian Union of Postal Workers (CUPW) represents more than 38,400 employees, mainly letter 
carriers and mail processing employees. The current collective agreement with the CUPW expires on 
July 31, 1997. Canada Post and the CUPW started negotiations in early April with the mutual objective 
of achieving an agreement before the expiry of the current one. 


The Canadian Postmasters and Assistants Association (CPAA) represents more than 6,500 employees. 
At the end of March 1997, the CPAA and Canada Post reached a tentative agreement on a new contract 
for the period from January 1, 1997, to June 30, 1998, which includes a new wage grid and harmonizes 
certain benefits for employees represented by the CPAA. This agreement has not yet been ratified 

by the membership of the CPAA, but voting is expected to be completed by May 14, 1997. 


The Public Service Alliance of Canada (PSAC) represents more than 2,900 office employees. 

The collective agreement with this union expired on September 30, 1996. Canada Post and the 
PSAC reached a tentative agreement at the end of March and union ratification is expected before 
May 1, 1997. The new contract will expire on September 30, 1998. That agreement provides for some 
wage increases and the harmonization of benefits with those of employees represented by other 
Canada Post unions. 


The Association of Postal Officials of Canada (APOC) represents more than 2,700 plant and letter 
carrier supervisors and sales representatives. Canada Post and the APOC reached an agreement at 
the end of March 1997, for the period through to December 31, 1997, which provides for the 
harmonization of benefits with those of employees represented by other Canada Post unions and for 
some immediate wage increases together with an individual incentive plan beginning in 1996/97. 


Purolator 

Purolator signed a four-year national agreement with the Teamsters union covering all couriers and 
package handlers in July 1996. Purolator also reached a four-year agreement with its Quebec clerical 
union in October 1996. Between these two agreements, 93% of Purolator’s unionized employees have 
binding collective agreements through to 2000. Purolator also has various collective agreements with 
clerical employees in Alberta, Manitoba, Saskatchewan, Ontario and New Brunswick which expire in 
July 1997. Negotiations are to commence on all of these agreements by April 1997. 


Capital expenditure outlook 
The Corporation does not expect that either Canada Post or Purolator will incur substantial capital 
expenditures in the near future. Both Canada Post and Purolator make extensive use of operating 


leases for their facilities, vehicles and computer requirements. 
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AUDITORS’ REPORT ON 
ANNUAL COST STUDY CONTRIBUTION ANALYSIS 


To the Board of Directors 
Canada Post Corporation 


We have audited the Annual Cost Study Contribution Analysis of Canada Post for the year ended 
March 29, 1997, (pages 25 and 26) prepared in accordance with the cost methodology described in the 
notes to the Annual Cost Study Contribution Analysis. This financial information is the responsibility 
of the Corporation’s management and has been prepared using Canada Post segment revenues and 
expenses contained in Note 15 to the audited consolidated financial statements for the year ended 
March 29, 1997, and other operational data. Our responsibility is limited to expressing an opinion, 
based on our audit, on the financial information resulting from the application of the cost 
methodology. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial 
information is free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial information. An audit also includes assessing 
the underlying methodology used and significant estimates made by management, as well as evaluating 
the overall presentation of the financial information. 


In our opinion: 


(a) the Annual Cost Study Contribution Analysis presents fairly, in all material respects, the 
contribution of services by market and the contribution by exclusive privilege, competitive 
and concessionary services for the year ended March 29, 1997, in accordance with the cost 
methodology described in the notes to the Annual Cost Study Contribution Analysis; and 


(b) using the cost methodology described in the notes, Canada Post did not cross-subsidize its 
competitive services group or any market grouping of competitive services, using revenues 
protected by the exclusive privilege for the year ended March 29, 1997. 


We 


Chartered Accountants 
Ottawa, Canada 
April 21,1997 
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CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 
@ 


Year ended March 29 March 30 
(in thousands of dollars) 1997 1996 


Revenue from operations $5,085,092 $4,955,915 

Cost of operations 

Salaries and benefits 3,041,792 3,034,441 

Amortization of capital assets 168,984 1675273 

Other costs of operations 7a! 1,683,785 
4,943,890 4,885,499 

Income from operations 141,202 70,416 


Other income (expense) 


Investment and other income 17,981 4,091 
Amortization of goodwill (7,020) (7,267) 
Interest (34,302) (35,082) 
(23,341) (38,258) 

Income before income taxes 117,861 32,158 
Provision for income taxes (note 10) 5,338 3,977 
Net income 112,523 28,181 
Deficit, beginning of year (328,957) (357,138) 
(216,434) (328,957) 

Dividend (10,000) — 
Deficit, end of year $ (226,434) $ (328,957) 


The accompanying notes are an integral part of these financial statements. 
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CONSOLIDATED STATEMENT OF CASH FLOWS 
@ 


Year ended March 29 March 30 


(in thousands of dollars) 1997 1996 
Ne AAS a SS I SS DR RD MR 


Cash provided by (used in) 


Operating activities 


Net income Si ND eye $ 28,181 
Items not requiring cash: 
Amortization of capital assets 168,984 UO 2723 
Amortization of other assets 15,676 INS AOS 
Loss (gain) on disposal of capital assets 2,015 (174) 
Gain on disposal of long-term investment (14,302) — 
Accrued termination and post-retirement benefits 102,749 66,641 
387,645 277,622 
Termination and post-retirement benefit payments (19,363) (24,265) 
Change in non-cash working capital (note 9) 20,647 (86,085) 
388,929 167,272 
Dividend (10,000) = 
Financing activities 
Decrease in long-term debt (23,392) — 
Investing activities 
Acquisition of capital assets (101,724) (81,719) 
Proceeds on disposal of capital assets 72,023 p,000 
Proceeds on disposal of long-term investment 46,940 —— 
Decrease (increase) in other assets (279) 204 
Increase in segregated cash and investments (93299) (37,465) 
(21,739) (113,430) 
Increase in cash and short-term investments 333,798 53,842 
Cash and short-term investments at beginning of year 58,772 4,930 
Cash and short-term investments at end of year $ 392,570 $ 58,772 


The accompanying notes are an integral part of these financial statements. 
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CONSOLIDATED BALANCE SHEET 
@ 


March 29 
(in thousands of dollars) 1997 


ASSETS 


Current assets 


March 30 
1996 


Cash and short-term investments (note 3) $ 392,570 OS he 
Accounts receivable 276,744 250,707 
Prepaid expenses 67,184 65,982 
736,498 375,461 
Segregated cash and investments (note 4) 292,583 253,284 
Capital assets (note 5) 1,560,272 1,702,170 
Other assets (note 6) 136,429 184,464 
$2,725,782 $2,515,379 

LIABILITIES AND EQUITY OF CANADA 

Current liabilities 

Accounts payable and accrued liabilities $ 313,986 $ 300,501 
Salaries and benefits payable 285,774 261,396 
Deferred revenues 180,651 169,693 
Outstanding money orders 36,809 D1 AS 
Current portion of long-term debt 84,128 Zoho 
901,348 792,444 
Long-term debt (note 7) 171,474 255,884 
Termination and post-retirement benefits 524,222 440,836 
1,597,044 1,489,164 
Equity of Canada (note 8) 1,128,738 1,026,215 
$2,725,782 $2,515,379 


The accompanying notes are an integral part of these financial statements. 


Approved on behalf of the Board: 


‘ Po 4 OS 


Chairman of the Board of Directors Chairman of the Audit Committee 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(amounts in thousands of dollars) 


(March 29, 1997) 


I. INCORPORATION 

The Corporation was established by the Canada Post Corporation Act in 1981 to operate a postal 
service on a self-sustaining financial basis while providing a standard of service that will meet the needs 
of the people of Canada. The Corporation is a Crown corporation included in Part I of Schedule II 
to the Financial Administration Act and is an agent of Her Majesty. The PCL Courier Holdings Inc. 
(Purolator) subsidiary is managed independently, also on a self-sustaining financial basis. 


2. SIGNIFICANT ACCOUNTING POLICIES 
These consolidated financial statements have been prepared in accordance with generally accepted account- 
ing principles in Canada. A summary of the significant accounting policies of the Corporation follows: 


(a) Consolidation 

The consolidated financial statements of the Corporation include the accounts of Canada Post 
Corporation and its wholly-owned subsidiaries, Canada Post Systems Management Limited, CINA 
Holdings B.V. (up to October 31, 1996, at which point, subsequent to the sale of its interest in G.D. 
Net B.V., it was liquidated) and Canada Post Holdings Limited (which has a controlling interest in 
PCL Courier Holdings Inc.). 


Goodwill arising on the acquisition of subsidiaries is amortized on a straight-line basis over 20 years. 


(b) Fiscal year-end 

Canada Post Corporation and its wholly-owned subsidiaries end their fiscal year on the last Saturday in 
March. The fiscal year ended March 29, 1997, includes 52 weeks. The fiscal year ended March 30, 1996, 
included 53 weeks. 


In contrast, PCL Courier Holdings Inc.’s fiscal year ends on April 5, 1997, and includes 53 weeks. 
Its fiscal year ended on March 29, 1996, included 52 weeks. 


(c) Capital assets and amortization 
Land, buildings and equipment transferred from the Government of Canada on incorporation were 
recorded at their fair value at that date, determined as follows: 


Land ¢ market value based on existing use 
Buildings amortized replacement cost 

Plant equipment, vehicles, sales * amortized replacement cost or original 
counter and office furniture and cost less estimated amortization 


equipment, and other equipment 


The market value of land and the amortized replacement cost of buildings transferred by the 
Government of Canada were determined by independent appraisals. 


Acquisitions subsequent to incorporation are recorded at cost. 


The Corporation has an agreement with both the National Archives of Canada and the Canadian 
Museum of Civilization to operate, administer and maintain a Canadian Postal Archives and a Canadian 
Postal Museum, respectively, containing philatelic material, postal artifacts, a postal library and exhibits 
that trace the history of the mail and other memorabilia. These collections, exhibits and books of unde- 
termined value are not for resale and are recorded at a nominal cost. 
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Amortization is provided on a straight-line basis over the estimated useful lives of the following assets: 


Buildings 30 and 40 years 


Leasehold improvements Initial fixed lease 
term plus period of 
first renewal option 


Plant equipment 3 to 30 years 
Vehicles (other than passenger and light-duty commercial) 6 to 10 years 
Sales counter and office furniture and equipment 3 to 20 years 
Other equipment 5 to 15 years 


Amortization is provided on a diminishing balance basis at an annual rate of 30 per cent for all passen- 
ger and light-duty commercial vehicles. 


(d) Revenue recognition 
Amounts received for which services have not been rendered prior to the end of the year are deferred. 


(e) Termination and post-retirement benefits 

Canada Post employees are entitled to specified termination benefits, calculated at salary levels at the 
time of termination, as provided under collective agreements or conditions of employment. The pre- 
sent value of the projected costs of termination benefits, as determined by actuarial valuation, is 
recorded in the accounts as a long-term liability using an accrued benefits method. Such benefits accru- 
ing to employees, as well as gains and losses arising from actuarial valuation, are included in current 
operations. 


In addition, Canada Post provides certain health care benefits to eligible retirees. Current service costs 
have been determined by actuarial valuation and included in current operations using an accrued 
benefits method. Past service costs have also been determined by actuarial valuation and are being 
amortized over the expected average remaining service life of the employee population. 


Purolator Courier Limited employees are not entitled to these termination and post-retirement benefits. 


(f) Pension plan 

Canada Post employees are covered by the Public Service Superannuation Plan administered by the 
Government of Canada. Under present legislation, contributions made by the Corporation to the Plan 
are limited to an amount equal to the employees’ contributions on account of current service. These 
contributions, which amounted to $100,353 (1996 — $100,610), are included in current operations. The 
Corporation is not required under present legislation to make contributions with respect to actuarial 
deficiencies or indexation payments under the Public Service Superannuation Act. 


Substantially all of Purolator Courier Limited’s full-time and eligible part-time employees are covered 
by defined benefit pension plans. The cost of pension benefits earned by these employees is deter- 
mined using the projected benefit method prorated on service and is charged to expense as services 
are rendered. Adjustments arising from plan amendments, experience gains and losses, and changes in 
assumptions are amortized over the estimated average remaining service life of the employee groups. 
The actuarial value of pension assets represents the market value of these assets. The actuarial present 
value of accrued pension benefits attributed to service rendered up to March 29, 1997, is $34,436 
(1996 — $30,200), and the approximate market value of the Company’s pension fund assets as at 
March 29, 1997, is $34,888 (1996 — $29,100). 


(g) Income taxes 
The Corporation follows the deferral method of income tax allocation. 


Canada Post Corporation 


(h) Measurement uncertainty 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting period. Actual results could 
differ from those estimates, however, such differences would not be expected to have a material impact 
on these financial statements. 


3. CASH AND SHORT-TERM INVESTMENTS 

Cash and short-term investments consists of cash and investments rated R-1 with maturities, at the date 
of purchase, of less than 12 months. Such short-term investments are carried at cost, which approxi- 
mates fair value due to the short period to maturity. The weighted average internal rate of return on 
the investments held as at March 29, 1997, is 3.13% (1996 — 5.00%). 


4, SEGREGATED CASH AND INVESTMENTS 

The Corporation has segregated certain cash and investments for the sole purpose of managing cash 
flows relating to the employee termination benefits liability. Investments are valued at amortized cost. 
These investments are held in investment grade securities with maturities currently ranging from 

one month to 14 years. The weighted average internal rate of return on the investments held as at 
March 29, 1997, is 7.59% (1996 — 7.29%). The fair value of the investments is based on rates currently 
available on instruments with similar terms and maturities. The fair value of segregated cash and invest- 
ments as at March 29, 1997, is $299,268 (1996 — $251,884). 


5. CAPITAL ASSETS 


1997 1996 
CEL Mae S aS TBD Sd IC BET RI SS RE A Aa A RT py A WY SE IT SLA aS 
Cost Accumulated Net Net 
amortization 
Land $ 257,615 $ — $ 257,615 $ 288,545 
Buildings eS mane 628,615 559,157 591,014 
Leasehold improvements 115,016 48,529 66,487 13,167 
Plant equipment 753,258 497,794 325,464 369,540 
Vehicles 85,692 75,408 10,284 3,083 
Sales counter and office furniture 
and equipment 307,396 217,162 90,234 108,352 
Other equipment 451,099 200,069 251,030 268,468 
Collection of postal memorabilia 1 — 1 il 
$3,157,849 $1,597,577 $1,560,272 $1,702,170 
6. OTHER ASSETS 
1997 1996 
LAT ARES EE NY A Ta SE Sa | SS 2 BL I a PP AT SR 
Goodwill, net of accumulated amortization $116,509 $123,529 
Investment in G.D. Net B.V., at cost — 32,638 
Deferred development costs, net of 
accumulated amortization — 8,656 
Other 19,920 19,641 


$136,429 $184,464 
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7. LONG-TERM DEBT 


1997 1996 


10 year loan from the Government of Canada due April 1998, $ 80,000 $ 80,000 
interest at 9.705%. 


Non-redeemable bonds maturing March 2016, interest at 10.35%. 55,000 55,000 


US$105,000 10 year Senior Notes issued by Purolator Courier Limited 142,800 
due March 2004 carrying interest at 8.83%. The principal balance and 

interest payments for the full term were covered by cross currency 

interest swaps effectively converting the principal balance to $142,800 

Canadian bearing interest of 11.6%. 


Under a refinancing agreement reached with the lenders May 3, 1996, 
the following terms and conditions apply: 


US$90,000 Senior Notes issued in two series due March 2004: 119,408 
Series A US$50,000 carrying interest at 10.08% with principal 

payments due in equal instalments over the last five years of the 

term and, Series B US$40,000 carrying interest at 9.83% with 

principal payments due over the term. The Notes are secured by 

substantially all of the assets of Purolator Courier Limited without 

recourse to Canada Post Corporation. Under the indenture, Purolator 

Courier Limited is subject to certain financial and other covenants 

throughout the term of the debt. 


Purolator Courier Limited entered into a series of cross currency 
interest rate swaps in order to hedge the future U.S. dollar principal 
and interest payments into Canadian dollars at rates varying between 
$1.376 and $1.348 and an effective interest rate of 11.6%. 


Subordinate notes issued by PCL Courier Holdings Inc. 1104 1,194 
due October 1998, interest at 12.5%. 

255,602 278,994 

Less current portion eked ae) 2 lO 

$171,474 $255,884 


Interest expense on long-term debt was $28,048 (1996 — $28,568). 


The annual amounts of principal payments to meet long-term debt obligations are as follows: 


1998 $ 84,128 
1999 5,322 
2000 16,176 
2001 eo () 
2002 23,056 
2003 and thereafter 99,350 

$255,602 


ar en SPS PSP ES NE SE SL SSE EE OLE EE TO I EEE LED IDE I IST, 
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7. LONG-TERM DEBT (CONTINUED) 

The fair value of the 10 year loan from the Government of Canada due April 1998 and of the non- 
redeemable bonds maturing March 2016 is based on rates currently available to the Corporation for 
debt with similar terms and maturity. Their fair value as at March 29, 1997, is respectively $84,336 
and $71,434 (1996 — $85,232 and $65,714). 


Purolator has determined the fair value of the Senior Notes at March 29, 1997, as $133,412 

(1996 — $158,661) by calculating the cost of repaying the notes, as specified in the agreement with 

the noteholders. It is not Purolator’s intention to repay this debt or these swaps prior to their maturity 
dates at which time it will be settled for their stated values in the financial statements. 


Purolator has two currency swaps outstanding. The first swap hedges the principal and interest pay- 
ments of the original Senior Notes. In May 1996, Purolator entered into an additional currency swap 
arrangement to hedge the changes in the terms of the Senior Notes. The fair value for the swaps at 
March 29, 1997, is a loss of $9,158 (1996 — loss of $2,662). 


The carrying value of the subordinate notes issued by PCL Courier Holdings Inc. is considered to 
approximate its fair value. 


&. EQUITY OF CANADA 


1997 1996 
{Dey ESD CST SE SND RE PTS TIE DUO RRO DS CBR SN 
Contributed capital $1,355,172 $1,355,172 
Deficit (226,434) (328,957) 
Equity of Canada $1,128,738 $1,026,215 


The Canada Post Corporation Act provides for the establishment of a share capital structure. The 
Corporation is authorized to issue shares to the Government of Canada based on the net asset value 
of the Corporation on the date of the first issue of shares, as determined by the Board of Directors, 
with the approval of the Treasury Board. No such shares have been issued. 


9. CHANGE IN NON-CASH WORKING CAPITAL 


1997 1996 
WD RA SES Se ERS TIS IS a Sa aT A NS Se aS 
Decrease (increase) in accounts receivable $ (26,037) $ 29,988 
Increase (decrease) in accounts payable and accrued liabilities 5200 (70,248) 
Increase (decrease) in salaries and benefits payable 24,378 (44,743) 
Decrease (increase) in other non-cash working capital 8,821 (1,082) 
$ 20,647 $ (86,085 ) 


10. INCOME TAXES 
On March 27, 1994, Canada Post Corporation became a prescribed Crown corporation for tax 
purposes and as such is subject to federal income taxation under the Income Tax Act. 


The tax basis of Canada Post Corporation’s assets was established at an amount that exceeded the 
recorded carrying value. The future benefit related to this excess has not been recorded in the 
consolidated financial statements but will be realized as additional tax deductions over a period 
of years. 
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10. INCOME TAXES (CONTINUED) 
The income tax provision consists of the Large Corporations Tax. 


As at March 29, 1997, consolidated tax loss carry-forwards in the amount of $421,000 (1996 — $440,000) 
are available to reduce future income taxes. The benefit of these tax losses and net unclaimed tax 
deductions will be recognized as a reduction of income tax expense in the consolidated financial 
statements in the year they are realized. 


11. CONTINGENCIES 

(a) Two complaints have been filed with the Canadian Human Rights Commission alleging discrimina- 
tion by the Corporation concerning work of equal value. The Corporation is presenting its evidence 
before the Tribunal with respect to one complaint and the Commission has not begun its investigation 
of the second. The outcome of these complaints is not currently determinable. Settlement, if any, 
arising from resolution of these matters, will be recovered in future postal rates (as determined in 
accordance with the Canada Post Corporation Act) and/or from the Government of Canada. 
Accordingly, no amounts are recorded in these financial statements. 


(b) The Corporation is involved in various claims and litigation in the normal course of business for 
which provisions have been made to the extent determinable. 


(c) Employees are permitted to accumulate unused sick leave. However, such leave entitlements do not 
vest and can be used only in the event of illness. The amount of accumulated sick leave entitlements 
which will become payable in future years cannot reasonably be determined. Payments of sick leave 
benefits are included in current operations. 


12. COMMITMENTS 
The Corporation’s future minimum payments with respect to computing and communications utility 
services as well as facilities and other operating leases with terms in excess of one year, are as follows: 


1998 $ 305,849 
1999 289,743 
2000 216,560 
2001 139,376 
2002 84,038 
2003 and thereafter 229,567 

$1,265,133 


13. RELATED-PARTY TRANSACTIONS 
The Corporation had the following transactions with related parties in addition to those disclosed else- 


where in these consolidated financial statements. 


(a) Payments on behalf of postal users 

Where Government policy requires the Corporation to provide services at rates less than cost to the publi- 
cations industry, and for concessionary services such as Government free mail, literature for the blind 
and Northern air stage services, the Government of Canada compensates the Corporation for foregone 
postage revenue from those sources. Revenues amounting to $83,769 (1996 — $96,946) are included in 


revenue from operations. 


(b) Real property 
The Corporation has incurred net operating costs of $35,864 (1996 — $51,337) in respect of real 
property agreements with Public Works and Government Services Canada. 
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13. RELATED-PARTY TRANSACTIONS (CONTINUED ) 

(c) Other 

The Corporation has other transactions with the Government of Canada, its agencies and other Crown 
corporations in the normal course of business. 


As a result of all of the above transactions, the amounts due from and to these parties are $26,745 
(1996 — $23,329) and $34,363 (1996 — $42,541) respectively. 


14. FINANCIAL INSTRUMENTS — OTHER 

a) Fair values 

The amounts reported in the consolidated balance sheet for all other financial instruments approxi- 
mate their fair values. 


b) Concentration of credit risk 
The Corporation does not believe it is subject to any significant concentration of credit risk. 


The amount reported in the consolidated balance sheet for accounts receivable includes the impact 
of netting $216,747 of gross accounts payable to foreign postal administrations against $243,699 of 
gross accounts receivable from foreign postal administrations ($201,045 of gross accounts payable 
and $217,416 of gross accounts receivable in 1996), the basis used for these international settlements. 


15. DISAGGREGATED FINANCIAL INFORMATION 

The Corporation has two operating segments: Canada Post and PCL Courier Holdings Inc. (Purolator). 
These operating segments are determined on the basis of the legal entities which are managed 
independently, each on a self-sustaining financial basis. 


The Corporation has three main product/service lines: communications, advertising and physical 
distribution. Communications consists of lettermail, hybrid products and electronic services. 
Advertising consists of admail and publications. Physical distribution consists of courier, expedited 
delivery, and parcels. 

The Canada Post segment derives its revenues from all three product/service lines. The PCL Courier 
Holdings Inc. segment derives its revenues exclusively from physical distribution. 

The accounting policies of the segments are the same as those described in the significant accounting 
policies (note 2). 


Transactions occur between the two independent segments, Canada Post and Purolator, at normal 
commercial prices and terms comparable to those given to other customers and suppliers and without 
subsidy between the two segments. On this basis, Canada Post paid Purolator $15,593 for air linehaul in 
1997 (1996 — $13,725). 


No individual customer’s purchases account for more than 10% of revenues. 
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15. DISAGGREGATED FINANCIAL INFORMATION (CONTINUED ) 


Revenue from operations 


Income before the undernoted items 
Investment and other income 
Amortization of capital assets 
Interest expense 

Provision for income taxes 


Net income 
Assets 
Liabilities 


Acquisition of capital assets 


1997 
Canada PCL Courier 
Post Holdings 
Inc. 
(52 weeks) (53 weeks) 
$4,325,044 $760,048 
260,570 42,596 
17,981 — 
(159,738) (9,246) 
(18,976) (15,326) 
(4,738) (600) 
$ 95,099 $ 17,424 
$2,425,267 $300,515 
$1,404,342 $192,702 
$ 95,274 $ 6,450 
1996 


Canada 
Post 
Corporation 


$5,085,092 


303,166 

17,981 
(168,984) 
(34,302) 
(5,338) 


$ 101,724 


Canada PCL Courier Canada 
Post Holdings Post 
Inc. Corporation 
(53 weeks) (52 weeks) 

Revenue from operations $4,277,666 $678,249 $4,955,915 
Income before the undernoted items 203,824 26,598 230,422 
Investment and other income 4,091 — 4,091 
Amortization of capital assets (156,953) (10,320) (167,273) 
Interest expense (155357) (19,725) (35,082) 
Provision for income taxes (Rou) (600) (3,977) 
Net income (loss) Tee o2.228 $ (4,047) $ 28,181 
Assets $2,208,336 $307,043 $2,515,379 
Liabilities $1,272,064 $217,100 $1,489,164 
Acquisition of capital assets 5 nn Af eae) $ 4,128 $ 81,719 


16. COMPARATIVE FIGURES 


Comparative figures have been reclassified to conform with the current year’s presentation. 


Canada Post Corporation 


MANAGEMENT?’S RESPONSIBILITY FOR FINANCIAL REPORTING 
@ 


Management and the Board of Directors are responsible for the consolidated financial statements and 
all other information presented in this Annual Report. The Financial Administration Act and regulations 
require the consolidated financial statements to be prepared in accordance with generally accepted account- 
ing principles. Management has been proactive in disclosing information which typically would only be 
required to be disclosed by enterprises, the securities of which are traded in a public market. 


Where appropriate, the consolidated financial statements include amounts based on management’s 
best estimates and judgments. Financial information presented elsewhere in this Annual Report is consistent 
with that in the financial statements. 


In support of its responsibilities, management maintains financial and management control and 
information systems and management practices which are of high quality, consistent with reasonable cost. 
These systems and practices are designed to provide reasonable assurance that relevant and reliable financial 
information is produced and the assets are safeguarded and controlled in accordance with the Financial 
Administration Act and regulations, as well as the Canada Post Corporation Act and by-laws of the 
Corporation. Internal audits are conducted to assess management systems and practices, and reports are 
issued to the Management Executive Committee and the Audit Committee of the Board. 


The Board of Directors ensures that management fulfills its responsibilities for financial reporting and 
internal control principally through the Audit Committee, which is composed of five directors, none of 
whom is an employee of the Corporation. The Audit Committee meets regularly to oversee the internal 
audit activities of the Corporation, and at least annually to review the consolidated financial statements 
and the external auditors’ report thereon and recommend them to the Board of Directors for approval. 


Canada Post Corporation is a Crown corporation named in Part II of Schedule III of the Financial 
Administration Act. Accordingly, each year, the Governor in Council appoints the Corporation’s external 
auditors after giving consideration to the recommendations of the Corporation’s Audit Committee on this 
matter. Deloitte & Touche were reappointed for the current fiscal year. They audit the consolidated 
financial statements and report to the Audit Committee as well as the Minister responsible for Canada Post 
Corporation. In contrast, the Auditor General of Canada is appointed by the Governor in Council as the 
auditor, or a joint auditor, of each parent Crown corporation named in Part I of Schedule III of the Financial 
Administration Act. 


All parent Crown corporations are subject to a special examination at least once every five years and at 
such additional times as the Governor in Council, the appropriate Minister or the board of directors of the 
corporation to be examined may require. The special examination, a type of value-for-money audit, serves 
to provide an independent opinion to the board of directors on whether the corporation’s financial and 
management control and information systems and management practices were maintained in a manner that 
provided reasonable assurance that: the assets of the corporation were safeguarded and controlled; the finan- 
cial, human and physical resources of the corporation were managed economically and efficiently; and the 
operations of the corporation were carried out effectively. A special examination is carried out by the auditor 
of a parent Crown corporation. The Auditor General of Canada jointly with Ernst & Young carried out the 
last special examination in respect of the Corporation. Their examination covered the period from 


November 17, 1993, to March 31, 1994. 
Sau 


President and Chief Executive Officer Senior Vice-President and 
Chief Financial Officer 


Apnlzi, 1997 


Canada Post Corporation 


AUDITORS’ REPORT 
e 


To the Minister responsible for Canada Post Corporation: 


We have audited the consolidated balance sheet of Canada Post Corporation as at March 29, 1997, 
and the consolidated statements of income and retained earnings and of cash flows for the year then 
ended (pages 33 to 43). These financial statements are the responsibility of the Corporation’s manage- 


ment. Our responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating 


the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Corporation as at March 29, 1997, and the results of its operations and the 
changes in its financial position for the year then ended in accordance with generally accepted 
accounting principles. As required by the Financial Administration Act, we report that, in our opinion, 


these principles have been applied on a basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation and of its wholly-owned subsidiaries that 
have come to our notice during our audit of the consolidated financial statements have, in all significant 
respects, been in accordance with Part X of the Financial Administration Act and regulations, the 


Canada Post Corporation Act and the by-laws of the Corporation and its wholly-owned subsidiaries. 


i ; 5 ew? 


Chartered Accountants 
Ottawa, Canada 
Ap 211997. 


Canada Post Corporation 


FIVE-YEAR REVIEW 


) 
(in millions of dollars) 1996/97 1995/96 1994/95 1993/94* 1992/93 
REEFS Sh a Sa a iP ER I A a TI aS RR 
OPERATIONS 
Revenue from operations 5,085 4,956 4,743 4,115 3,909 
Cost of operations 4,944 4,886 4,774 4,087 3,827 
Income (loss) from operations 141 70 (31) 28 82 
Per cent of revenue from operations 2.8% 1.4% (0.7) % 0.7% 2.1% 
Other income (expense) (23) (38) (34) (298) (56) 
Income (loss) before income taxes 118 a2 (65) (270) 26 
Provision for income taxes 6 4 4 — — 
Net income (loss) 112 28 (69) (270) 26 
Return on equity 10.4% 2.8% (6.7)%  (22.5)% 1.9% 
BALANCE SHEET 
Assets 
Current 736 375 355 373 291 
Capital 1,560 02 1,793 1,842 1,884 
Other 430 438 417 398 319 


2,726 205 2,565 2,013 2s: 


Liabilities and equity of Canada 


Current 902 792 889 899 686 
Long-term debt 172 256 279 279 135 
Termination and post-retirement benefits 524 44] 399 368 336 
Equity of Canada 1,128 1,026 998 1,067 1,337 


2,726 2,50 2,565 2,613 25494. 


ACQUISITION OF CAPITAL ASSETS 


Land and buildings 56 26 32 120 38 
Operating equipment 33 44 PP ales 104 
Office and other equipment 13 12 28 39 38 

102 82 Wye DD 180 


TE A TERT RE RE EE IT RET SE PS a ES EE I ET ET A I LT TT ST I PE EES 
* 1993/94 figures include the results of PCL Couner Holdings Inc. from November 26, 1993, the effective date on which the Corporation acquired 
a controlling interest. 


Canada Post Corporation 


FIVE-YEAR REVIEW 
@ 


1996/97 1995/96 1994/95 1993/94 1992/93 


OPERATING DIMENSIONS 


Revenue from operations by market segment (in millions of dollars) 
Communications market DID 2,286 DOW Diisyll 230 


Advertising market 


Addressed 437 392 363 343 34] 
Unaddressed 245 250 246 227 Il 
Publications 150 163 162 190 225 
832 805 vial 760 He) 
Physical distribution market 1,566 LAo2 1,382 87/1* 694 
Other revenue 414 DIS Das 333 308 
Revenue from operations 5,085 4,956 4,743 4,115* 3,909 
Per cent increase 2.6% 4.5% 152570 5.3% 2.8% 
Volume by market segment (in millions of pieces) 
Communications market 4,580 4,733 4,610 4,515 4,486 
Advertising market 
Addressed 1,517 1,464 1,431 pay | 1,286 
Unaddressed 4,050 4,844 4,831 4,413 3,967 
Publications 399 422 429 451 49] 
5,966 6,730 6,691 6,185 5,744 
Physical distribution market 309 300 2i2 210% 180 
Total volume 10,855 NAGS as 10,910* 10,410 
Per cent increase (7.7)% 1.6% 6.1% 4.8% 4.5% 
Employment 
Hours paid (in millions) 125.7 T2822 124.7 Rojo 118.4 
Per cent increase (decrease) (2.0)% 2.8% 5.5% (0.2) % (2.6) % 
Full-time employees 51,249 50,881 50,240 49,913* 44,683 
Part-time employees 12,280 127597 123336012905" "10; 734 
Total employees 63,529 63,478 62,576 62,878* 55,414 


Mart NETWORK 


Retail points of access 21,003 18,547 18,567 18,738 18,645 
Per cent increase (decrease) 13.2% (0.1) % (0.9) % 0.5% 2.3% 
Points of delivery (in thousands) 12,595 12,468 12,344 P62 11,930 
Per cent increase 1.0% 1.0% 1.5% 1.9% 2.0% 
Pick-up points (in thousands) 908 900 884 870 856 
Per cent increase 0.9% 1.8% 1.6% 1.6% 21% 


* 1993/94 figures include the results of PCL Courier Holdings Inc. from November 26, 1993, the effective date on which the Corporation acquired 
a controlling interest. 


Canada Post Corporation 


FIVE-YEAR REVIEW 
DISAGGREGATED FINANCIAL INFORMATION 
® 
(in millions of dollars) 1996/97 1995/96 1994/95 1993/94* 1992/93 


Revenue from operations 
Canada Post 4,325 4,278 4,087 3,915 3,909 
PCL Courier Holdings Inc. 760 678 656 200 — 


5,085 4,956 4,743 lees) 00g 


Income before the undernoted items 


Canada Post 261 204 81 (21) 192 
PCL Courier Holdings Inc. 42 26 38 Ti — 
303 230 119 (14) 192 
Investment and other income 
Canada Post 18 4 5 2 lu 
PCL Courier Holdings Inc. — — — — — 
18 4 5 2 {Lil 
Amortization of capital assets 
Canada Post 160 157 147 237 163 
PCL Courier Holdings Inc. 9 10 ila 4 — 
169 167 158 24] 163 
Interest expense 
Canada Post 19 16 14 133 14 
PCL Courier Holdings Inc. 15 KY) 17 4s — 
34 35 31 Wy 14 
Provision for income taxes 
Canada Post 5 3 3 — — 
PCL Courier Holdings Inc. 1 II 1 — — 
6 4 4 — = 
Net income (loss) 
Canada Post 95 32 (78) (269) 26 
PCL Courier Holdings Inc. 17 (4) 9 5) — 
112 28 (69) (270) 26 
Assets 
Canada Post 2,425 2,208 2,253 2,319 2,494 
PCL Courier Holdings Inc. 301 307 Si? 294 — 
2,726 2,515 2,565 Poles’ 2,494 
Liabilities 
Canada Post 1,405 W272 1,349 1,339 P57, 
PCL Courier Holdings Inc. 193 vay Wh 218 207 — 
1,598 1,489 1,567 1,546 eto 
Acquisition of capital assets 
Canada Post 96 78 119 268%* 180 
PCL Courier Holdings Inc. 6 4 13 4 _ 
102 82 132 DD 180 


* 1993/94 figures include the results of PCL Courier Holdings Inc. from November 26, 1993, the effective date on which the Corporation acquired 
a controlling interest. 
** Includes cost to acquire controlling interest. 
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